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12 September 1961

MEMORANDUM EOR: Deputy Director (Support)

SUBJECT : _ - Report of Audit for the

Period from Inception 1 November 1957
to 31 May 1961

1. The major deficiencies reflected in the attached
report relate to the inadequacy of substantive documentation
in support of expenditures and obligations., Similar defici-
encies have been encountered in other action projects where
sensitivity required that the activity be administered,
controlled, and documented outside normal channels.

2, I believe that deficiencies of this type in these
special projects would be largely avoided if we assure that
responsible operating officials are provided with and utilize
the technical assistance available from responsible Support
Offices and if policy and criteria for obligating funds for
special activities are clarified or re-defined to better
recognize the realities of these situations.

3. In the case of control, maintenance and recording
of documentation to support discharge of accountability for
funds, we should look to the Comptroller for assistance and
guidance rather than require operational personnel to assume
this technical responsibility. The Comptroller's Office is
equipped to provide assistance and if appropriate, assign
experienced personnel to assist in the discharge of these
responsibilities within whatever security and sensitivity
considerations are determined necessary, Although assignment
of technical personnel is highly desirable in many cases,
such assignees should not be expected to provide the full
breadth of knowledge and experience necessary to meet all
technical problems which may be encountered. Such breadth
of knowledge and experience is generally available only in
the staffs of the responsible Support Office. Fuller
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utilization of these offices should avoid significant lapses
in documentation as well as free operational officials from
many administrative~fiscal details which impinge on the time
and energy available for more substantive operational matters.

4. Paragraphs 5 through 8 of the attached report comment
on the problem encountered in obligating funds. There are two
aspects to this problem. First, the matter of basic documen-
tation and data necessary to support obligations and second,
the restriction on use of funds by fiscal year under the
Agency's commitment to the Bureau of the Budget, General
Accounting Office, Treasury Department, and House Appropria-
tions Committee. I understand the Comptroller is drafting a

paper designed to clarify obligating criteria and otherwise
overcome these problems.
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Chief, PE Division 12 September %61

Chief, Audit Staff

Report of Audit of NG for the Period 25X1A2D1
1 November 1957 to 31 kay 1961

Attached is subject report. Please advise the Audit

Staff of the actian taken on the recommendations reflected

in paragraph 4 of the report.

25X1A9%A

Distribution:

Orig. =~ Addressee
DD/P R, S
DD/S i::.',on:,,{é‘n(;-jet'.l): PR
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AUDIT STAFF

: CIA-RDP78-04727A000200210027-9

REPORT OF AUDIT

This report presents the findings de-
veloped from an audit of activities and
accounts undertaken pursuant to
Audit Staff responsibilities and au-
thorities set forth in organization reg-
ulations. The audit included review
and appraisal of internal controls and
procedures and such other audit proc-
esses, test checks and verification of
accounts, assets and transactions as
were considered appropriate and con-
sistent with generally accepted audit
standards in the circumstances.

The objectives of the audit were to
determine for management whether

(1) Adequate controls and pro-
cedures have been established
and are beihg applied effec-
tively to safeguard organiza-
tion resources and assure
that resources are used only
for approved and legal pur-
poses, and

Activities are being con-
ducted economically, effi-
ciently and in conformance
with policy determinations
and directives.

The Audit Staff will be glad to fur-
nish such additional data as may be
available to it on any matter discussed
in this report and to assist in any ac-
tions on these matters.
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For the period:
From ___1 Revesber 1957

To 31 May 1961

25X1A9A
o Chlef, meis seats
Date . 8 Saptember 1961 = =
This report consists of b 3 pages.
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SUMMARY OF BINDINGS

3. Qur asdit revealed thnat Jdecumentatior or ather cata of
the type normsally requirad to dapgpert obligatiora was not avaii-
able to substastiate the vaiidity of the total recerded ubliga-
tions, Purther, many trarsactiors occurrimg subsaguent to Fiscal
Year 1958 and procesied as oxpasditures im liguidation of Biscnl
Year 1938 ovligations were of 823¢ type which would normally He
considered applicavle to a Yiszal year asubsequent to Piscal Yem:
1958. Adequate detail "wms not available to support a substantiac
smount of expesdiituree, ard sadh decumentation as was availadle
was not mpintained ~ithin a single scbstamtive file. Although
docunentation made availanle t9 ¢s indicated appropriate projec:
approvals were obtained, we ware upable to determine whethar
total project costs were wihin the iimits of such approval:
because property issved by Fisid statiens was aot shows on
Headquarters records.

SUMMARY OF RiJOMMENDATIONS

4, ve recommend that FE }vision take action as decmed
appropriate to assure documentation amd recordimg of future
expenditures and obligatiem: adcerding to such determimatioas
a8 may arise out of the matter; presested in this report. Addi-
tienal specific recousendationi are presented for consideration
as follows:

a. Im conjunction with the Comptroller, review un-
liquidated obligations and adjust accounts to
reflect only those obligations deterained to be
proper under establisned eriterian. (Paragraphs
¢ through 11)

b. With conturreace of the Comptroller, detersine
whether review of il rucerded expenditures should
be undertakes For the purpose of adjusting as
mecessary to ref lect charges to proper fiscal year.
(Paragraph 13)

c. Undertake action mecessary te create a single sub-
stantive file to suppart amsd reflect the detail
of expenditures. (Pmragraph 14)

CAVIEN T AT TS
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PATAILED JQMMBNTS

| Inadequate Support of Obligatioss

3. Except for a fer parsert: ard nperatiopal advamncos aade
25>§11A1A in Bisca: Year 1933, the full sljctnent I »»= ob1i-

| gated at 30 June 1938 by Hemorasdes Goligzation Record (MOR) based
ou Division estinmate, the basis for which could nmet be furnished
st date of audit. Por the mast part these cbligations were mot
supported by coptraets, purchase orders, or other proper obliga-
ting documents evidencing firm cormitments as required by
Section 1311 of the Supplementa} Appropriation Actj 1953, Public
Law 863, approved Aegust 23, 1§54 (31 U.5.C. 200) amd Agency
regulations.

6. Idemtifieation to Piscal Year 1938 of all project obli-
gations was due, at least ir. part, to the opinien:of operating
officials that all comaitmerts or activities arising out of or
attributable to the project were appropriate for charge to funds
released from the reserve. Such procedure, in effect, resuited
in the treatment of releases from the reserve as no-year funds
sot accountable by fiscsl year. Such treatment was sot consistent
with the Agemcy commitsent to the Burean of the Budget, Ceneral
Accounting Office, Treasury Department, and House Approprintioes
Committee 23 expressed in the Comptroller's Kemerandum of
28 June 1961 to the Deputy Director (8 t), subject: Froposed
Plan for Use and/or Relemase of i&uiai:gﬁ Pumds . 25X1A2G

7. It is recognized that it say be aifficult if mot ia-
practicadble, particularly in isstasces of major unprogrammed
activities requiring releases from the reserve, to comply fully
with generally applicable requirements for obtigmting funds. If
such is the case, it would appear im order im such instances to
request the Director te approve special procedures amd criteria
for obligating funds sporopriate to the circumstances. Any suel
; request should, of courss, e coerdinated with the Gemeral Couniel
and Comptroller to sssure that dasic legal and budgetary censider-
ations are satisfied. Alse, we believe that, sz s minimun, any
special procedure ghould contesplate that, to the feasible externt,
obiigations will be supported by usual commitment documents and
that any estimates of commitrents established as 2 result of
programmed activities will cite suhstantive data im support of
the estimates. e suggest that this matter be explored with the
Comptroller and demernl Counsel with a view to establishing
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; special obligating criteria for future operations when Justifiad
by the circumstances and nature of the activity.

8. 1f the primciple of sccounting vy fiscal year is te be
maintained in the case of activities funded from the reserve,
it would appear that approvals fes release should contemplate
either (a) that funds will be released progressively, (b) that
funds previously released and met requirced for obligations of
the current year will bae updated, or (c) other funding arrasgye-
ments will be isplesented to provide funds for obligation:
incurred in years subsequent t¢ the year of approval. Necessary
guidance in meeting this probles in the future should be vbtained
from the Comptroller ard Gemaral Counsel.

Unliquidated Obligatiors Jverstated

9. Obligations tetalling _nre transferrec to
the "M" account in June 1961. 1These obligations are mot rup-
ported Ly usual obligatiag docuserts but are based on a memoramiunm
signed by the Chief of Bivision, dated 30 Jume 1960. The Divi-
sion memorandun imdicates that the obligations were for continuiszg
operational expenses of intellijesce asd communication networks,
resupply and costingencias.

25X1A1A

10. By memorandum to the 231 via PD/P from /RN, dated
21 June 1 subject: ropusal Plam for Use and/or Relepse of
Remaining Pands, tha FE Divisioa imdicated tiat the than
fg - 3 ;;'; = L {2 d 10 - i LR B0 B Al V-0t {thiy
d requested DCI
approval of use of "N" account funds te liquidate this bajance.
Action on the FE proposal has baes Reld up ;esdimg submittal of
recommendations to be prepared jointly by the Divisiom am¢ the
Comptroller as recommendsd by the UD/S in his memorandum to the
PCI, dated 28 June 196},

25X1A2D1

25X1A1A

1l. Iz light of the pemiin; action to determine to wia t
extent, if any, obligations presemtly exist which may properiy
be charged to the "N" account, we have mot endeavored to develop
supporting infornation mecesiars to a flim comclusioxn regarding
the propriety of presestiy recorded unliquidated obligatious.
FProm the mature of the items, howaver, it appears that a sub-
stantial pertion, if net all, of these obligatioms should apply
to a fiscal year sebsequent to 123:,
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12. Memorandum for the Cosptroller from Chief, BE Division,
dated 8§ June 193¢ reports that "It has bees clearly stated by
Mr. Macey and accepted ¢, the ipemcy that the normal uperational
expenses, such as trave), per ¢iem, operationsl gifts amd
entertaipument, cte., were act 1o Le charged to the monies ro-
leased by the Bureau of the Bu€yet But were to be charged to
sormal regularliy budgetes Agency funds, im this case the support
funds for the coumtry cercersec.” Although mormal eperatisg
costs occurring during Fiscal Vear 1952 amd 193¢ were segregateq,
our test checks revealed that travel of & staff eaployes, cer-
tain station expenses, and other items which appear to be normal
eperating expenses wern charged to the reserve fusds during
Fiscal Years 1960 and 1961.

ges lncerzectly Charged to

13. In the adsence of defiritive ovligation documents, it
was not pussible in many cases to determine that payments made
from project furds in Fiscal Yesrs 19359, 1960, ang 1961 were, in
fact, the result of Fisdal Year 1VSE commitments. Test exasina-
tion of represertative transactions, however, indicates that as
mith as twenty percent {20%) of project expenditures related to
obligations of 3 type shich norsaily would be charged to 2 fixcal
year subseguent to 1930. Imassuch as the currest fiscal yesr
(1963) does not appear to be iavelved im any of the charges,
adjustment at this date would appear to serve only a historical
statistical purpose. i, therefeore,believe that determination
as to whether adjusteent actios is warraated is a astter for
resolution between the Comptroller amd P Divisios. (Selscted
examples of the questiosed charges sre reflected on Schedule 1.)

lack of Support for Expesgitures

M. & single, sudetantive flle of documentation ir support
of detail of expemditerds bas sst seen maintained as prescribed
in project approvalis. Documants in support of field expenditires
¢ould mot, for the aost sart, D¢ located., Documeats authorizing
expencitures were often sot idestified to the actual expenditore
by cress reference. Irvestijmtis: of unsupported Headquarters
payments in the amount af $47,33) revealed that officials hast
to rely onr the memory of ax staff eaployee for explamation of
the payments.




SEMEINL

16. we thank Division efficials for their vaiusdle sssist-
ance and cooperation daring the course of our audit.
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MEMORANDUM FOR: Chisf, Audit Btaff

SUBJECT: Report o Andit of ta the PertoOX1A2D1
1 Novembr 1887 to 31 May 1961

1. nmmmmomcmmcwmmmhiwﬂﬂo:

bject Audit Report for snd will inform your Offfee wheny (oD
: :rﬂ;’:m W to these recommettitions have becn completed.
25X1A9A 3. who was the Executive Officer of FE during

25X1A2D1 riod w as 1205t sctive, will arrive heve st Headquarters
5 mm apzt or twe. Therefare, we propese to aftrange tonferences

‘ ' Qe " ' T vith
ith the ller per Paragraph 4 a mad b of yeur Repart to c¢innide w
25X1A9A ﬂ::MEm 30 that ke can partieipate in these conférences.

| , » that the coperience gained in sfnstilstering the
25X1A2D1  ponpmriar abtutes of BN podats out two courses of action we expoct
. to pursue with any such problen thit rasty confroat the Diviston in the futare.
First, we would introduce a Senior Certifying Officer tnté the staff managing
such & Project and pee thel he snd the other members of the Project take
advantage of the techmicel mémﬂwwm,mmmm
trom senior membars of the Cempiteller's stall and ather sppropriate DL/
é clements, Seeond, wo will insure that sadits ere conducied at sul slile
intervals to avolél the preblems thit inevitably arise when such miiits are
25X1A2DT  goieved ma ong a5 securred witn N

25k 1A 5121 |
2$X1 AGA | ﬂa
Chief, ¥ar EKast
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Distribution:
Orig. - Addressee
1 - CFE/Chrono
1 - FE/BF ™.
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